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We strongly recommend that potential investors read the product disclosure statement Lonsec Research Pty Ltd ABN 11 151 658
561 • AFSL No. 421 445 • This information must be read in conjunction with the warning, disclaimer, and disclosure at the end of
this document. This report supersedes all prior reports.

About this Review
ASSET CLASS REVIEWED GLOBAL EQUITIES

SECTOR REVIEWED GLOBAL SMALLER COMPANIES

SUB SECTOR REVIEWED FUNDAMENTAL

TOTAL FUNDS RATED 11

About this Fund
ASIC RG240 CLASSIFIED NO

FUND
REVIEWED

FAIRLIGHT GLOBAL SMALL & MID CAP FUND (SMID)
CLASS A

APIR CODE PIM7802AU

PDS OBJECTIVE THE FUND AIMS TO ACHIEVE ANNUALISED RETURNS
IN EXCESS OF THE BENCHMARK AFTER ALL FEES AND

EXPENSES MEASURED OVER A MARKET CYCLE OF
SEVEN YEARS.

INTERNAL
OBJECTIVE

OUTPERFORM THE MSCI WORLD SMID CAP INDEX
(AUD)(NET) BY 3-5% P.A. AFTER FEES, OVER

PERIODS OF FIVE-YEARS OR MORE

STATED RISK
OBJECTIVE

NO OBJECTIVE, AIM TO LIMIT DRAWDOWNS OVER
A FIVE-YEAR PERIOD

DISTRIBUTION FREQUENCY ANNUAL

FUND SIZE $637M (FEBRUARY 2022)

FUND INCEPTION 01-11-2018

MANAGEMENT COSTS 1.3% P.A. (INCL. 0.05% ADMIN FEE)

PERFORMANCE FEE 15% (OF NET RETURNS ABOVE THE BENCHMARK)

RESPONSIBLE ENTITY THE TRUST COMPANY (RE SERVICES) LIMITED

About the Fund Manager
FUND MANAGER FAIRLIGHT ASSET MANAGEMENT PTY LTD

OWNERSHIP INVESTMENT TEAM (50%) & PERENNIAL PARTNERS (50%)

ASSETS MANAGED IN THIS SECTOR $698M (FEBRUARY 2022)

YEARS MANAGING THIS ASSET CLASS 3

Investment Team
PORTFOLIO MANAGER NICHOLAS CREGAN, IAN CARMICHAEL

INVESTMENT TEAM SIZE 4

INVESTMENT TEAM TURNOVER NONE

STRUCTURE / LOCATION SYDNEY

Investment process
STYLE QUALITY / VALUATION DRIVEN

TYPICAL CAPITALISATION BIAS SMALL/MID

BENCHMARK MSCI WORLD SMID CAP INDEX (AUD)(NET)

TYPICAL STOCK NUMBERS 30-40

STOCK LIMITS MAXIMUM 10% (HARD), 5% (SOFT)

SECTOR/INDUSTRY/COUNTRY/REGION LIMITS UNCONSTRAINED

EMERGING MARKETS LIMIT UNCONSTRAINED

CURRENCY EXPOSURE UNHEDGED

Fund rating history
APRIL 2022 RECOMMENDED

JANUARY 2021 RECOMMENDED

What this Rating means
The ‘Recommended’ rating indicates that Lonsec has
strong conviction the financial product can generate risk
adjusted returns in line with relevant objectives. The
financial product is considered an appropriate entry
point to this asset class or strategy.

Strengths
• Well articulated investment philosophy supported by

a detailed investment process.
• The investment team exhibit a collegiate culture with

considerable alignment.
• The Manager’s low assets under management is

attractive from a capacity standpoint relative to peers.

Weaknesses
• The investment team has moderate levels of direct

global small and mid cap asset management
experience and a more limited track record managing
the strategy.

• While a smaller allocation in the portfolio, the
Manager’s turn-around positions may not align with
the Fund’s core philosophy and investment approach.

• The Fund has a high absolute fee load, albeit mostly
in-line with similar peers.

Fund Risk Characteristics
LOW MODERATE HIGH

BUSINESS SUSTAINABILITY RISK

CAPITAL VOLATILITY

FOREIGN CURRENCY EXPOSURE

SECURITY CONCENTRATION RISK

SECURITY LIQUIDITY RISK

Risk categories are based on Lonsec’s qualitative opinion of the risks
inherent in the financial product’s asset class and the risks relative to
other financial products in the relevant Lonsec sector universe.

BIOmetrics
Aggregated risks

1 2 3 4 5 6 7

STD RISK MEASURE

A Standard Risk Measure score of 6 equates to a Risk Label of ‘High’
and an estimated number of negative annual returns over any 20 year
period of 4 to less than 6. This is a measure of expected frequency (not
magnitude) of capital losses, calculated in accordance with ASFA/FSC
guidelines.

LOW MODERATE HIGH

RISK TO INCOME

Features and benefits
LOW MODERATE HIGH

COMPLEXITY

ESG
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Fee profile
LOW MODERATE HIGH

FEES VS. UNIVERSE

FEES VS. ASSET CLASS

FEES VS. SUB-SECTOR

Fee BIOmetrics are a function of expected total fee as a percentage of
expected total return.

What is this Fund?
• The Fairlight Global Small & Mid Cap Fund (SMID)

Class A (’the Fund’) is an actively managed, long-
only global equities product that invests in a
concentrated portfolio of 30-40 high quality small
and mid cap companies and targets companies with
approximate market capitalisation ranging from US
$500m-US$26bn. The Fund is benchmark unaware
and relatively unconstrained, seeking to outperform
the MSCI World SMID Cap Index (AUD)(Net) by
3-5% p.a. (after fees) over periods of five-years or
more.

• The Fund’s style is characterised as ‘quality’ and
aims to predominantly target high quality growth
companies (high incremental ROIC) and ‘stable
compounders’ (high durable ROIC). While these
positions are expected to make up close to 80% of the
portfolio, the team also invest in special situations
such as low risk turnarounds, spin-offs, restructures
and neglected IPO’s. Where possible, the strategy
mitigates potential risk by looking for stable and
aligned management teams, conservative balance
sheets and avoiding single points of failure.

• The Fund is managed to hard absolute stock
(maximum 10%) limits while unconstrained in
terms of country relative limits and is expected to
be predominantly invested in developed markets
although has the ability to invest in emerging markets
with no limit to these exposures.

• As per the PDS dated 6 February 2020, the fee
disclosure for the Fund is as follows: management
cost of 1.30% p.a. (including a 1.25% p.a. management
fee and 0.05% p.a. in administration costs) plus an
additional estimated performance fee of 0.45% p.a.
Lonsec notes that in accordance with the Manager’s
interpretation of RG97, the performance fee has been
disclosed for illustrative purposes only and the PDS
acknowledges that the actual performance fee may
be above or below this level. The performance fee
is calculated as 15% on the net returns that exceed
the MSCI World SMID Cap Index Net in AUD, after
deduction of other fees and expenses subject to a high
water mark. Should the absolute performance of the
Fund be negative in the period, a performance fee
will not apply. The performance fee is accrued daily,
reflected in the unit price, and, if payable, paid bi-
annually. Lonsec considers the fee load to be high in
an absolute sense however moderately high relative
to peers.

• Estimated net transaction costs for the Fund are
0.00% of the NAV of the Fund. Net transaction costs
are costs incurred in managing the Fund (include
brokerage, settlement costs, bid-offer spreads on
investments and currency transactions and any
borrowing costs, clearing and stamp duty costs) that
are not covered by the buy/sell spread.

• The Fund’s buy/sell spread is +0.25/-0.25%. These
costs are reflected in the unit price of the Fund
and are borne by investors, but they are not paid
to the Responsible Entity or the Manager. Buy/sell
spreads are subject to change depending on market
conditions. Refer to the Manager for current buy/sell
spreads. Please refer to the PDS for further details on
fees and costs.

Using this Fund
This is General Advice only and should be read in
conjunction with the Disclaimer, Disclosure and
Warning on the final page.

• Lonsec notes that the Manager has produced a Target
Market Determination (TMD), which forms part of
the Responsible Entity’s Design and Distribution
Obligations for the Fund. Lonsec has collected the
TMD that has been provided by the Manager and
notes that this should be referred to for further details
on the Target Market Summary, Description of Target
Market and Review Triggers.

• The Fund provides investors exposure to global
equity stock markets (small-and-mid cap companies)
and accordingly may experience both positive and
negative, at times sharp, movements in the value
of capital invested. Notably, small-and-mid cap
companies, due to their nature, tend to be less liquid
and more volatile than their large-cap peers.

• Lonsec believes small companies products should
be used to complement, rather than replace, large
capitalisation global equity exposures. Lonsec
believes that investors should be mindful of the
relative risks of small companies products and
accordingly exposures should be limited in size.
Lonsec recommends a minimum investment
timeframe of five-to-seven years. The Fund should be
used within the growth component of a diversified
portfolio.

• The Fund is managed to a relatively concentrated
approach employing a ‘quality’ style and should be
used within the growth component of an investor’s
balanced portfolio. The Manager is expected to build
a portfolio that may vary from the benchmark such
as concentration and/or sector or regional exposures.
Lonsec considers the Fund suitable for blending with
other global equity strategies including large caps,
style-biased, long/short or absolute return products.

• The Manager’s ‘quality’ discipline is expected to
deliver a portfolio that may not necessarily fully
keep up with a strongly rising market but may
offer downside protection as a trade-off. The Fund
has typically outperformed in weaker markets and
underperformed in strongly rising markets.

Suggested Lonsec risk profile suitability
SECURE DEFENSIVE CONSERVATIVE BALANCED GROWTH HIGH GROWTH

For guidance on appropriate asset allocations and risk profiles, refer
to the latest Lonsec Strategic Asset Allocation Review and Risk Profile
Definitions on our website.

Changes Since Previous Lonsec Review
• There has been no material changes to the investment

process since Lonsec’s last review.
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• Lonsec notes the Manager has increased it’s funds
under management since last review, from A$347m in
Dec. 2020 to A$698m as at Feb. 2022.

Lonsec Opinion of this Fund

People and resources
• Initially founded in November 2017 by Nicholas

Cregan as a separate account specialist, Fairlight
Asset Management (’Fairlight’ or ‘the Manager’) was
later established in September 2018 as a boutique
funds management business focused on investing
in small and mid-cap global equities. Fairlight
partnered with Perennial in May 2019 who acquired
a 50% equity stake, and provides distribution and
marketing support. As a relatively newer investment
boutique Lonsec considers that its business risk
is somewhat elevated given the relatively short
track record of the firm and having only reached
standalone profitability on a headline management
fee basis in 2020. That said, Lonsec notes that
Fairlight continues to strengthen as a firm with assets
materially increasing to A$698m as at February 2022,
up from A$347m at last review. Further, Lonsec notes
positively the financial and broader marketing and
operational support provided by Perennial.

• The Fund is managed by Portfolio Managers
Cregan and Ian Carmichael. Cregan has 19 years
of investment experience and prior to founding
the firm was a global equities portfolio manager
at Evans and Partners from 2014 to the inception
of Fairlight. He started his career as an analyst at
Schroders in Sydney before becoming a co-Portfolio
Manager for the Schroder’s Australian equities
micro-cap fund and later spent two years in New
York with Schroders primarily focusing on US small
and mid caps. Lonsec considers Cregan to be a well
experienced investment professional.

• Carmichael has 14 years of investment experience
and prior to joining the Manager in 2018 had a
brief stint as a global equities portfolio manager at
Watermark Fund Management. Prior to this he had
spent four years at Platinum Asset Management as
the consumer sector “team leader” and managed an
allocation of Platinum’s international brands fund.
He first joined the investment management industry
in 2008 with MLC. While considered reasonably
experienced, Lonsec notes that relative to some peers,
Carmichael has less direct global small and mid cap
equities management responsibilities and therefore
experience.

• While Cregan may be considered the founder of the
Fund’s process and philosophy, Lonsec believes both
individuals to possess complementary skill sets and
considers them to have established a strong albeit
shorter working relationship to date.

• Analysts Will Dowd and Alvise Peggion round out
the investment team of four and have 11 and nine
years investment experience respectively. Dowd
joined Evans and Partners in 2015 and left with
Cregan to establish Fairlight. He had begun his
career in 2011 with Ernst & Young as a consultant
in the data analytics & advisory division. Peggion
is the most recent addition having joined in 2019
from Forager Funds where he started his career
as a generalist equity analyst in 2013. Both have

relevant global equity experience to date albeit are
still growing their respective track records and
Lonsec highlights that Dowd has been instrumental
in building out the team’s systems and database.

• The size of the investment team is considered
small relative to the peer group and the size of the
Manager’s investment universe. However, this is
somewhat offset by the Manager’s strong quality
philosophy and screening process which efficiently
reduces the investment universe to approximately
200 eligible stocks allowing the team to focus its
research efforts. Further, Lonsec considers the
Manager’s sole focus on the single small and mid
cap strategy to provide greater alignment and a
competitive advantage relative to peers who manage
multiple competing investment strategies.

• Lonsec highlights that the investment team is not
restricted to researching stocks by industry and are
encouraged to source investment opportunities across
all sectors. Lonsec believes this to be an appropriate
arrangement given the Manager’s relatively collegiate
investment process and believes it facilitates a strong
generation of ideas. Further, Lonsec also believes the
investment team has a strong alignment of interest
with end investors, with each team member having
equity in Fairlight.

• Tempering Lonsec’s view somewhat is that the
investment team in aggregate have moderate levels
of direct global small and mid cap experience and a
more limited track record managing the strategy. The
team also lack diversity and Lonsec will be keen to
assess how well the team can manage behavioural
biases such as group think as they develop greater co-
tenure.

• Key person risk in Cregan and Carmichael is
considered to be moderate to high. This is mitigated
to some extent by the substantial equity stake each
individual holds in the firm and co-investments in the
Fund. Nonetheless, if either were to depart, Lonsec
would conduct a review of its current rating.

Research and portfolio construction
• Lonsec considers the Fairlight investment process

to be logical, well-structured and detailed. The
Manager’s investment process is primarily driven
by fundamental ‘bottom-up’ research with an
overarching quality focus. Given the extensive
small and mid cap universe and strong quality
philosophy, the investable universe is initially
reduced by a combination of quantitative screens,
typical of most investment managers. Being a small
team, quantitative screens are used extensively to
guide and prioritise research efforts, which Lonsec
considers to be pragmatic and effective.

• Subsequently, screened stocks undergo an initial
one-to-two-day analysis which includes a high level
desktop review and the completion of an automated
model. This analysis is then presented to the wider
team and ideas are either quickly discarded or
identified as requiring further due diligence. Those
stocks that progress to the next stage are subjected to
a lengthy bottom-up process which Lonsec considers
to be well devised and thorough. This includes
meetings with company management, industry
and competitor analysis and completing a fully
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integrated manual model. The result being a detailed
initiation note which will be discussed at a weekly
team meeting. Within this note, the Manager seeks to
score each stock on a number of investment criteria
with the outcome being uploaded to the Calibre
system used by the Manager. Lonsec is particularly
impressed by the Manager’s additional internal
systems which are reasonably well advanced for a
boutique, allowing for a centralised database of all
investment analysis/notes and models.

• The entire investment team is based in Sydney.
Lonsec believes a centralised team facilitates a
higher degree of cross fertilisation of ideas and more
robust discussions relative to teams that are globally
dispersed. However, a potential disadvantage is that
analysts are not as ‘close to the action’ and may be
less sensitive to pertinent local market developments
relative to regionally-based teams. The Manager
seeks to overcome this by conducting a large number
of company meetings, and leveraging systems and
tools to enhance its research process.

• The primary valuation technique used is a discounted
net operating profit less adjusted tax model that is
forecast five years forward before a terminal multiple
is applied. To supplement this, the Manager may
use other methods, such as a normalised price to
earnings ratio adjusted for qualitative risk factors.
Lonsec views positively, the degree to which risk is
explicitly considered within the Manager’s bottom-up
research process while also providing a framework
for portfolio construction.

• Although Cregan and Carmichael are co-portfolio
managers, with Cregan having final decision making
authority, the investment culture is flat and all team
members are involved in portfolio construction
discussions. Lonsec believes this can create greater
buy-in from the wider team, creating alignment with
the total portfolio outcomes. The maximum position
size is capped at 10%, yet the largest positions
are typically held at 5-6%. Nevertheless, the team
employs a relatively high conviction based approach
with 30-40 stocks and portfolio turnover is expected
to be 40-50% p.a. over the medium to long-term.

• The portfolio is segmented into three investment
types: high quality growth companies, stable
compounders, and low risk turnarounds with the
first two comprising the majority of the portfolio.
While multiple investment themes aim to diversify
the portfolio, Lonsec highlights that the Fund
with it’s overarching quality bias, is expected to be
relatively concentrated in a few industries such as
media, light industrials, technology and healthcare
focused businesses. The Manager largely does not
invest in sectors of the market that do not meet the
quality criteria, including cyclical business (mainly
commodities and mining) and interest rate sensitive
businesses (such as banks and utilities). Additionally,
controversial ESG (tobacco, armaments and gaming),
and businesses with single points of failure (biotech,
unproven tech) will also be avoided.

• Further, Lonsec notes that the low risk turnaround
investments may potentially be at odds with the
Manager’s quality philosophy, and that to date, the
Fund has had less success in these positions relative
to the core portfolio. While Lonsec acknowledges the
experience of Cregan and Carmichael in applying

such an approach, the potential correlation benefits
these positions may bring and Fairlight’s intention
to be highly selective, Lonsec is wary of the often
disproportionate amount of time spent on these
smaller positions when things go wrong. This will be
an ongoing area of focus for Lonsec in future reviews.

• The Fund will generally only purchase stocks that
have a market capitalisation between US$500m-US
$26bn, although these bands can change given it is
reliant on the MSCI benchmark definition of a small
and mid cap company. While this range sets the
investable universe, the Manager is not required to
sell a company that exceeds this range. Although a
soft maximum limit of 20% of the Fund can be held
in companies with market capitalisations greater
than US$26bn (or the prevailing upper bound).
The Manager, therefore, expects that the weighted
average market capitalisation of the portfolio will
generally be less than $US15bn (as at 30 June 2021
it was US$14.6bn). Lonsec views this favourably,
especially versus some peers that have less stringent
and/or unclear market capitalisiation ranges. Lonsec
believes this ensures the Fund remains largely true to
label.

ESG Integration
• The Manager has articulated a commitment to the

integration of ESG within their investment process ,
however there is little evidence in their public
positioning. The ESG policy is freely available on the
firm’s website. Overall Lonsec views the strength of
this commitment to be in-line with peers.

• The level of disclosure with respect to the Manager’s
proxy voting policy and voting outcomes is
assessed as being behind peers with a limited policy
framework. No reporting on voting decisions is
made publicly available. The level of disclosure
with respect to the Manager’s engagement policies
and engagement outcomes is assessed as being in-
line with peers with a decent engagement policy
framework. No engagement reporting is made
publicly available.

• There is clear evidence of ESG integration within
the research elements of the investment process.
Elements of ESG are visible within the valuation
processes with high level monitoring of ESG
characteristics of the portfolio. Overall ESG
integration within the investment process is in-line
with peers.

• The lead PM demonstrates strong engagement on
a broad range of ESG issues and the Manager has a
systematic approach to track engagement outcomes.
The Manager has built a proprietary data collection
model for use within the ESG elements of their
investment process. Overall, on a peer relative basis,
Lonsec considers the overall level of ESG integration
within this fund to be moderate.
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Risk management
• Lonsec considers risk management to be largely

embedded in the design of the ‘bottom-up’
investment process. The team’s risk management
principles are guided by their quality philosophy and
risk is viewed in an absolute sense (i.e. loss of capital)
rather than relative to its benchmark. Although the
Fund has a ‘hard’ stock limit there are few other risk
limits, such as sector or country constraints, and
therefore the Fund’s sector and country weights may
vary considerably from the benchmark. Lonsec notes
this approach is consistent with the team’s investment
philosophy. The level of active risk in the Fund can
potentially be higher than some peers. Tracking error
has historically been greater than 6% p.a. and active
share is generally in excess of 95%.

• Further, the Fund does not employ stop losses but
a sell down of 15% from purchase or during the
investment year triggers an automatic review of the
position.

• While Perennial provides some compliance and
risk management oversight, the Manager employs
the FactSet portfolio analytics tool in its daily risk
monitoring and portfolio construction process.
FactSet lends itself to the analysis of liquidity, generic
style and stock-specific risks within the portfolio
which includes the distribution of volatility at the
stock and sector level to prevent taking ‘unintended
bets’. Lonsec considers this process to be reasonably
well integrated into the Manager’s decision making
and portfolio oversight.

Capacity Management
• The Manager believes the strategy’s capacity limit to

be approximately $US4bn. Lonsec considers this to be
a reasonable and currently has no capacity concerns
for the Fund given the strategy has approximately A
$698m in funds under management as at 28 February
2022. Lonsec therefore considers the Fund to be
positioned attractively from a capacity perspective
and this is seen as a competitive advantage relative to
larger peers as the Manager can be more nimble.

Performance
• Lonsec notes that the strategy was being managed

by Cregan as a separately managed account from 1
November 2017 although the Fund’s inception date
is 1 November 2018, and as such is still developing a
meaningful performance track record, albeit now has
three years.

• Lonsec prefers to refer to a longer-dated performance
track record before making any conclusive
observations about fund performance. That said,
preliminary indications are positive with the Fund
returning 19.7% p.a. after fees over the three-year
period to 31 January 2022, outperforming the
Benchmark by 3.4% p.a. and the Lonsec global
smaller companies peer median by 5.3% p.a.

• The Fund has returned 22.4% after fees over a one-
year period after fees as at January which was in
excess to the benchmark by 5.4%. Over a two-year
period as at January 2022 the Fund returned 12.1%
p.a. after fees, exceeding the benchmark by 2.0%.
While excess returns have been driven by stock
selection largely within IT, industrials and consumer
discretionary, Lonsec notes that the Manager’s quality

style has provided a strong tailwind over an extended
period.

Overall
• Lonsec has maintained the Fund’s ’Recommended’

rating. Lonsec believes the Fund benefits from
a boutique investment culture with a highly
motivated team exhibiting a collegiate approach
with significant alignment. The investment process
is considered detailed and well articulated and the
Manager’s internal systems provide a strong level of
accountability for a high-conviction portfolio. Lonsec
has also been pleased with the strategy’s performance
outcomes to date and considers the Manager well
positioned from a capacity standpoint.

• Nevertheless, while Lonsec has conviction in the
analytical skills of co-Portfolio Managers Nick
Cregan and Ian Carmichael, the small investment
team have moderate levels of global small and mid
cap experience and a relatively short track record
managing the strategy as a collective unit.

People and Resources

Corporate overview
Based in Sydney, Fairlight Asset Management was
initially founded in November 2017 as a separate
account specialist providing services to financial
advisors before being established in September 2018 as a
global small and mid cap equities investment boutique.
In May 2019 Fairlight entered into a partnership with
Perennial Capital Partners who provide distribution and
associated back-office support and services. Perennial
own 50% of Fairlight with the remaining 50% held by
the Fairlight investment team.
Perennial is a boutique investment management
company formed in 2000 by John Murray. In October
2019, Perennial’s senior executives acquired the
remaining minority 42.4% economic interest in the
business from IOOF Holdings and Perennial is now
wholly owned by Perennial executives and investment
professionals.
The core business for Perennial is Perennial Value
Management, an Australian equities focussed franchise
which managed approximately $5.5 billion in FUM as
at 31 August 2021. Perennial also has other boutique
investment partners in Daintree Capital, an absolute
return income manager and eInvest, a distributor of
active ETF investments. As such, Perennial’s asset under
management including from boutique partners in total
was $7.3 billion as at 31 August 2021.

Size and experience

NAME POSITION

EXPERIENCE
INDUSTRY /

FIRM

NICHOLAS CREGAN FOUNDER/PORTFOLIO
MANAGER

19 / 4

IAN CARMICHAEL PORTFOLIO MANAGER 14 / 3

WILL DOWD ANALYST 11 / 4

ALVISE PEGGION ANALYST 9 / 2
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Nicholas Cregan leads the investment team of four and
founded the business in 2017. From 2014-2017 Cregan
worked at Evans and Partners as a global equities
portfolio manager and previously spent two years in
New York with Schroders primarily focusing on U.S
small and mid caps. Prior to this he was a co-Portfolio
Manager for the Schroder’s Australian equities micro-
cap fund in Sydney.
Cregan is supported by Portfolio Manager Ian
Carmichael, who joined the firm in 2018. Carmichael
has 14 years experience in financial markets and
a further six years as an engineer. Prior to joining
Fairlight, Carmichael had a brief stint as a global
equities portfolio manager at Watermark Funds
Management and before that worked at Platinum Asset
Management for four years as the consumer sector
“team leader” and managed an allocation of Platinum’s
international brands fund. He first joined the investment
management industry in 2008 with MLC.
Analysts Will Dowd and Alvise Peggion round out the
investment team. Dowd joined Fairlight from inception
having previously worked alongside Cregan as a global
equity analyst at Evans & Partners. He began his career
in 2011 having joined Ernst & Young as a consultant in
the data analytics & advisory division. Peggion joined
Fairlight in 2019 from Forager Funds where he worked
as a generalist equity analyst having started there in
2013.
The team is based in Sydney and organised with
‘generalist’ sector/region research responsibilities.
Cregan and Carmichael act as co-portfolio managers of
the Fund although Cregan has final decision making
authority.

Remuneration
All investment team members have equity in the
business and it is expected that more junior members
will be able to grow their share of equity as their tenure
progresses. Remuneration comprises a base salary
combined with a share of business profitability. Bonus
payments take the form of dividend payments after
the reinvestment required for the profitable growth of
operations.

Research Approach
Overview
RESEARCH PHILOSOPHY FUNDAMENTAL, BOTTOM-UP

TARGET
COMPANY

MIX OF HIGH QUALITY GROWTH COMPANIES, STABLE
COMPOUNDERS, LOW RISK TURNAROUNDS AND

SPECIAL SITUATIONS

MARKET CAPITALISATION
RANGE

US$500M – US$26BN (SUBJECT TO MARKET
MOVEMENTS)

NO. STOCKS IN UNIVERSE 5,000 GLOBAL STOCKS (200 SCREENED)

NO. OF STOCKS FULLY MODELED / RESEARCHED C. 100

RESEARCH
INPUTS

VARIOUS – PROPRIETARY RESEARCH, COMPANY
REPORTS, MANAGEMENT MEETINGS, AND OTHER THIRD

PARTIES

BROKER RESEARCH MINOR CONSIDERATION

VALUATION OVERVIEW VARIOUS – DISCOUNTED NOPLAT, PRICE
MULTIPLES

Universe filtering
The investment universe is approximately 50,000
securities which includes all MSCI recognised stocks
listed in developed markets. Given the small and mid

cap focus the first screen looks to select stocks with
market capitalisations between US$500 million and
US$26 billion. Post this there are significant other
screens that align with the Manager’s quality investment
philosophy and therefore create a more manageable
opportunity set and these include removing:

— Low return on investment capital (ROIC) sectors,
such as utilities, property trusts and infrastructure,
and companies with a ROIC of less than 15% p.a.
over five years.

— Cyclical/macro dependent sectors, such as heavy
industrials, banks, energy, metals and mining.

— Companies with binary outcomes or single failure
points, such as biotech and unproven technologies.

— Companies with earnings per share growth less
than 4% p.a. over five years.

— Companies with net debt to earnings before
interest, tax, depreciation and amortisation greater
than 4.5 times.

— Companies with shares on issue growth greater
than 3% over five years.

— Industry exclusion screens to account for sources
of ESG risk found in tobacco, armaments,
gambling, uranium mining and old growth
logging industries. A maximum of 10% aggregate
revenue exposure to these restricted industries is
permitted before companies are excluded from
ownership by the Manager.

This process reduces the investment universe to
approximately 200 companies, which are typically in the
following sectors:

— Consumer and media
— Light industrials
— Niche technology
— Healthcare

Research process
Stocks that pass the screening process and exhibit strong
quality characteristics then undergo bottom-up analysis
to assess the quality of the company and the investment
opportunity. The process includes assessing:

— Revenue quality
— Operational leverage
— Industry structure
— Management quality
— Financial leverage
— ESG

An initial two-day desk top review is conducted to
assess the merits of each stock and post a team meeting
if a company passes the initial due diligence then a
more intensive process begins. The research approach
includes overseas research trips, company management
meetings and the completion of an investment model.
The result being an in-depth initiation note which will
be subject to debate at the investment team’s weekly
meetings.

Valuation
Fairlight employs two primary valuation techniques to
assess equity value in potential investments;

— Discounted net operating profit less adjusted tax
(NOPLAT)

— Normalised price to cash earnings ratio (PER).
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Discounted NOPLAT forecasts EBITA for five years
and applies a terminal multiple that is allocated a
premium or discount (to the US 15-year average EV/
EBITA multiple).

Portfolio Construction

Overview
FUND BENCHMARK MSCI WORLD SMID CAP INDEX (AUD)(NET)

EMERGING MARKETS PERMITTED NO (SOFT)

INTERNAL RETURN
OBJECTIVE

OUTPERFORM THE BENCHMARK BY 3-5% P.A.
(AFTER FEES) OVER FIVE-YEAR PERIODS

INTERNAL RISK
OBJECTIVE

NO OBJECTIVE, AIM TO LIMIT DRAWDOWNS
OVER A FIVE-YEAR PERIOD

PORTFOLIO MANAGEMENT APPROACH BENCHMARK UNAWARE

INVESTMENT STYLE QUALITY/VALUATION DRIVEN

PORTFOLIO DECISION MAKING TEAM BASED / CO-PORTFOLIO
MANAGER

STOCK SELECTION 100%

TOP-DOWN 0%

MARKET CAPITALISATION BIAS SMALL/MID

TYPICAL NO. OF HOLDINGS 30-40

EXPECTED PORTFOLIO TURNOVER 40% P.A.

OBSERVED ACTIVE SHARE 98% (FEB. 2022)

PORTFOLIO EXPOSURE IN TOP 10 HOLDINGS 42% (FEB. 2022)

MAXIMUM MARKET
CAPITALISATION

UNCONSTRAINED (<US$26BN AT
PURCHASE (SOFT))

Decision making
Portfolio discussions are team based, and while the
co-Portfolio Managers have the greatest influence on
portfolio decisions, Cregan has final decision making
authority. While generally sector and country exposures
are an outcome of the bottom-up stock selection process,
the team seek to enforce a level of risk awareness in their
portfolio construction process via a portfolio risk matrix
which assess:

— Business risk and valuation
— End market exposures
— Share price correlations
— Scenario analysis and factor exposures
— Opportunity cost and volatility

The portfolio is designed to reflect the team’s best ideas
with stock weights typically ranging between 2-4% and
a soft maximum absolute weight of 5-6%. This results in
a concentrated portfolio of 30 – 40 stocks. Typically, 80%
of the portfolio will be held in the high quality growth
and stable compounders investment types with the
residual of the portfolio being low risk turnarounds and
cash.

Buy & sell drivers
Stocks can only be bought if they have met every stage
of the investment process. The sell discipline is based
on the quality of the investment and valuation upside.
The Fund does not employ stop losses but a sell down
of 15% from purchase or during the investment year
triggers an automatic review of a position. A stock will
be sold under the following scenarios:

— Valuation, as share price approaches target
valuation, the Manager will start to trim its
position in the portfolio

— Breakdown of investment thesis, the investment
case has been invalidated, such as structural
change occurs to a stocks key quality factors

— A better investment opportunity has been
identified

— Market capitalisation limit breached

Risk Management
Risk limits
SEPARATE RISK MONITORING NO

STOCK LIMITS MAXIMUM 10% (HARD), 5% (SOFT)

SECTOR / INDUSTRY LIMITS UNCONSTRAINED

COUNTRY / REGION LIMITS UNCONSTRAINED

CASH LIMIT MAX. 20%

The Fund is relatively unconstrained with few portfolio
limits. The Fund will generally only purchase stocks
that have a market capitalisation between US$500m-US
$26bn, with a soft maximum limit of 20% of the Fund
held in companies with market capitalisations greater
than US$26bn (or the prevailing upper bound).

Risk monitoring
As a result of the investment process, the Fund is
expected to have sector and geographical biases
that will consistently contribute to the overall risk
of the portfolio. The Manager has access to Factset’s
quantitative portfolio risk management tool which is
used for pre-trade analysis and monitoring of the risks
of the portfolio at both the stock level and portfolio level
such as style and industry risk factors, sector allocations,
country allocations, as well as idiosyncratic risk.

Risks
An investment in the Fund carries a number of
standard investment risks associated with domestic
and international investment markets. These include
economic, political, legal, tax and regulatory risks.
These and other risks are outlined in the PDS and
should be read in full and understood by investors.
Lonsec considers major risks to be:

Market risk
Companies with smaller market capitalisations
generally have greater market risk (i.e. Beta).
Accordingly, investors should be mindful of the
potential for sharper movements in market price of
these investments.

Liquidity risk
The Fund is a small- and mid-cap product. Companies
with smaller market caps are generally considered less
liquid relative to larger cap companies given single
transactions can represent a greater proportion of their
smaller free float.

Currency risk
The Fund predominantly invests in assets that are
denominated in non-A$ currencies. For example,
without hedging, a rise in the relative value of the
A$ vis-a-vis the currencies in which the assets are
denominated will negatively impact the market value
of the assets (and vice versa) from an Australian
investor’s perspective. The Fund’s currency exposures
are unhedged.
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Quantitative Performance Analysis - annualised after-fee % returns (at 31-1-2022)
Performance metrics
  1 YR 2 YR 3 YR 5 YR

  FUND PEER MEDIAN FUND PEER MEDIAN FUND PEER MEDIAN FUND PEER MEDIAN

PERFORMANCE (% PA) 22.35 15.54 12.09 11.84 19.69 14.00 - -

STANDARD DEVIATION (% PA) 16.00 14.16 16.37 16.98 14.77 15.51 - -

EXCESS RETURN (% PA) 5.45 1.40 1.99 1.73 5.32 0.31 - -

OUTPERFORMANCE RATIO (% PA) 66.67 54.17 66.67 52.08 72.22 50.00 - -

WORST DRAWDOWN (%) -9.69 -9.97 -14.15 -18.38 -14.15 -20.71 - -

TIME TO RECOVERY (MTHS) NR NR 7 6 7 8 - -

SHARPE RATIO 1.40 1.09 0.73 0.65 1.29 0.79 - -

INFORMATION RATIO 0.63 0.23 0.22 0.21 0.68 0.04 - -

TRACKING ERROR (% PA) 8.68 8.33 9.01 8.04 7.81 7.06 - -

PRODUCT: FAIRLIGHT GLOBAL SMALL & MID CAP FUND (SMID) CLASS A
LONSEC PEER GROUP: GLOBAL EQUITIES - GLOBAL SMALLER COMPANIES - FUNDAMENTAL
PRODUCT BENCHMARK: MSCI WORLD SMID CAP NR INDEX AUD
CASH BENCHMARK: BLOOMBERG AUSBOND BANK BILL INDEX AUD
TIME TO RECOVERY: NR - NOT RECOVERED, DASH - NO DRAWDOWN DURING PERIOD

Growth of $10,000 over three years

Snail trail

Risk-return chart over three years

Outperformance consistency
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Glossary
Total return ‘Top line’ actual return, after fees
Excess return Return in excess of the benchmark return
Standard deviation Volatility of monthly Absolute
Returns
Tracking error Volatility of monthly Excess Returns
against the benchmark (the Standard Deviation of
monthly Excess Returns)
Sharpe ratio Absolute reward for absolute risk taken
(outperformance of the risk free return (Bank Bills) /
Standard Deviation)
Information ratio Relative reward for relative risk taken
(Excess Returns / Tracking Error)
Worst drawdown The worst cumulative loss (‘peak to
trough’) experienced over the period assessed
Time to recovery The number of months taken to recover
the Worst Drawdown
Snail Trail A trailing 12-month relative performance and
relative risk measurement over the benchmark. The trail
is generated using a 12-month rolling window over the
specified period

About Lonsec
Lonsec Research Pty Ltd (Lonsec) is an investment
research house with specialist areas of expertise, that
was originally established in 1994 and the current
entity was registered on 23 June 2011. From 1 July 2011,
Lonsec became a fully owned subsidiary of Lonsec Fiscal
Holdings Pty Ltd, a privately owned entity with a multi-
brand strategy of providing leading financial services
research and investment execution. Lonsec believes that
professional financial advisers need informed opinions
on the best investment strategies and financial products
to provide real value for their clients. To meet this need,
Lonsec has in place an experienced research team, which
draws on a robust research process to undertake in-depth
assessment of managed fund products.

Analyst Disclosure and Certification
Analyst remuneration is not linked to the research or
rating outcome. Where financial products are mentioned,
the Analyst(s) may hold the financial product(s) referred
to in this document, but Lonsec considers such holdings
not to be sufficiently material to compromise the rating
or advice. Analyst holdings may change during the
life of this document. The Analyst(s) certify that the
views expressed in this document accurately reflect their
personal, professional opinion about the matters and
financial product(s) to which this document refers.


